AUDITOR 
$ O T H 


O E N C R A L 
AFRICA 


The Accounting Ofticer 
Lephalale Municipality 
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Lephalale 
0555 


12 February 2010 

Dear Sir 

FINAL REPORT OF THE AUDfrOR-GENERi^ ON THE FINANCIAL STATEMENTS AND 

PERFORMANCE INFORMATION OF LEPHALALE MUNICIPAUTY FOR THE YEAR ENDED 30 JUNE 

2009 

1 The above<mentior>ed finai r^wrt of the AuOrtor-Gaoeral i$ submitted herewith in lenns of section 
21(1) of the Public Audit Act 2004 (Ad No. 25 Of 2004) read in conjunction with section 188 of the 
Constitution of the Repubtie of South Africa. 199C and section 121(3) of the Municipal Finance 
Mwagemerrt Act. 2003 (Ad No. 56 of 2003) (MFMA). 

2. In terms of section 121(3) of the MFMA you are required to ndude the audit report in the 
munfeipafity’s annual rep^ to be tabled. However the fmal prirHer's proof of your annual report 
was not submitted to the r ote wartt senior manager of the Audtor-Garwral of South Africa for 
verification of U>e eudit^r ola t o d references in the audit report ar>d for confirmation that the financial 
statements and other information are those documents that have been read and audited. 

3. Until the annual report is taded as requeed by section 127(2) of the MFMA the audit report is not a 
public document and should therefore be treated as confiderttial. 


Kindly acknowledge receipt of this leoer. 
Yours sincerely 


Signed 



Enquiries: 

Telephone: 

Fax: 


ML Nevlmtahj 
(015)299 4400 
(015) 299 4765 


Auditing butid public con/idertce 


Audit«rG«iMrol of South Afrka 
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REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON THE FINANCIAL STATEMENTS AND 
PERFORMANCE INFORMATION OF LEPHALALE MUNICIPALITY FOR THE 
YEAR ENDED 30 JUNE 2009 

REPORT ON THE FINANCIAL STATEMENTS 


Introduction 

1 , I have audited the accompanying fmancial statements of the Lephalale 

Municipality which comprise the statement of financial position, the statement of 
financial performance, the statement of net changes in assets and the cash flow 
statement for the year then eroded, and a sumrrary of stgniTicant accounting 
policies and other explanatory notes, as set out on pages x to x. 


The accounting officer's responsibility for the financial statements 

2, The accounting officer is responsive for Ihe preparation and fair presentation of 
these finandal statements in accordance with the Statements of Qenerai 
Recogrtised Accounting Practice (Statements of GRAP). as set out in accounting 
policy note 1 and in the manner retired by the Local Government: Municipal 
Finance Management Act. 2003 (Act No. 56 of 2003) ^FMA) and for such 
internal control as the accountir^g officer determines is necessary to enable the 
preparation of financiai statements that are free from material misstatement, 
whether due to fraud or error. 


The Audltor-General's responsibility 

3. As reqived by section 1 88 of the Constitution of the Republic of South Africa, 
1996 read vath section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) 
(PA^. my responsibility is to express an c^ion on these hnandal statements 
based on my audit. 

4. I conducted my audit in accordance with the International Standards on Auditing 
read with Gawa/ Notice $16 of 2008. Issued rn Government Gazette /Vo. 31057 
of 15 May 2008. Ttiose standards reqiare that I ccxnpfy with ethical requirements 
and plan and perform the audit to obtain reasonable assurance about whether 
the financial statements are free 1mm materia] misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the 
amounts and discksures in the fmarxaal statements. The procedures selected 
depend on the auditor's judgement, irtduding the assessment of (he risics of 
material rr^statement of the fvianciV statements, whether due to fraud or errc^. 
In makir^g tiiose risk assessments, the auditor considers internal control relevant 
to the entity's preparation and fair pres^talion of the financial statements In 
order to design audit procedures that are appropriate in the circumstances, but 
not for the purpose of expressing an opinion on the effectiveness of the entity's 
rntemal control. An audit also includes evaluating the appropriateness cf 
accounting policies used ar>d the reasonableness of accounting estimates made 
by management, as well as evaluating the overall presentation of the financial 
statements, 

6. Paragraph 1 1 ef seq. of the Statement of Generally Recognised Accounting 
Practice. GRAP 1 Presentation of Finarn^t Statements requires that financial 



r^orting by entitles shall pfovkSe informalion on whether resources were 
obtained artd used In accordance with the legally adc^ted budget. As the budget 
reporting standard is r)o( effective for this financial year. I have determined that 
my audit of any disclosures made by the Lephalale Municipatlty In this respect 
will be limited to reporting on non*comp(iar)ce with this disdosure requirement 

7. I believe that the audit evidence I have ob(alr)ed Is sufficjent and appropriate to 
provide a basis (or my audit opinion. 


Basis for disclaimer of opinion 

Corresponding figures 

8. I Vires unable to express an opinion on the finendal statements of Lephalale 
Municipality in my previous report dated 30 November 2008. 1 was unable to 
obtain sufficient and appropriate audit evidence as to whether the matters 
previously reported had been adequately resofved and that the financial 
statements did not contain misstatements (hat materialiy affect the municipalit/s 
citations and cash fiows for the year under review. Consequently I am unable 
to express an opinion on (he opening balances for the following accounts; 

• Investments amounting to R238,549 

• Property Plant and Equipment amounting to R 138 .7 miOion 

• Accounts receivable R9,6 million 

• Creditors R1 6.9 million 

Accumulated surplus 

9. Included In the balartce of R1 85.5 million are government grant reserve, 
capHalisabon reserve, capital replacement reserve, insurance. dor)atk)ns and 
public contributions reserves opening balartce of R 1 80^ million which could not 
be substantiated against supporting documentation. Altemative audit procedures 
coukf no( be performed to confirm that aH information pertaining to the 
accumulated surplus balance has been recorded at appropriate amounts 


Accounts receivable 

10. The VAT refurtoable of R3.5 million could not be substantiated against 

documentation. Altemative audit procedures ootid not be performed to confirm 
the VAT refundable balance and as a rcsidt I couM iwt satisfy myself that all 
Information pertaining to the VAT refundable balance has been recorded at 
appropriate amounts 


Public contributions and donations 

1 1 . Included in public contributions revenue of R35.4 million, is an amount of R975 
834 w4tich coidd not be substantiated against docuvnentation. No proper record 
was kept for these public contributions and donaticms. The municipality's records 
did not permit the performance of altemative ^ocedures. ai>d I was therefore 
unable to verily that (he recorded revenue is accurate and represents all public 
contribution arid donations toal occurred. 



Operating expenses 

12. General expenditure and bidk purchases amounting to R937 054 and R1.2 
million respecbvely could i>ot be substantiated against documentation. The 
murHCipslity's recces did not permit the application of alternative audit 
procedures regarding general expenditure and bulk purchases. I svas therefore 
unable to verify that the recorded expenditure is accurate and represents all 
expenses that occurred in the current year. 


Disclaimer of opinion 

13. Because of the significance of the matters described in the Basis for disclaimer 
of opinion paragraphs, i have not been abke to obtain sufficient approphale audit 
evidence to provide a basis for an audit opinion. Accordingly. I do not express an 
opinion on the financial statements. 


Emphasis of matters 

VWKHJt qualifying my opinion. I draw attention to the following matters; 


Significant uncertainty 

14. WHh reference to note 30 lo the fmancial stat^nents, the municipality has 
disdosed various contingent liabilities, the outcome of these liabilities cannot be 
determined at present. 


Fruitless expenditure 

1 $. As disclosed in note 34.1 to the financial statements, fmtdess expenditure to the 
amount of R980 000 was incurred on parent lo a consultant for a project that 
had not been completed at yedt'end. 


Restatement of corresponding figures 

16. As disclosed in note 32 to the financial statements, the corresporiding figures for 
30 June 2008 have been restated as a result of errors discovered during trie 
current year In the financial statements of the Lephalale Municipality at, and for 
the year ended 30 June 2008. 


Other matters 

Without qualifying my audit opinion, t draw attention lo the foOowing matters that 
relate to my responslbiBbes In the audit of the financtal statements: 


Unaudited supplementary schedules 

17. The upplerrtentary information set out on pages X to X does not form part of the 
financiar statements and is presented as additional information. I have not 
audited (his and accordingry 1 do not e)9iress an opeikm thereon. 



Non 'Compliance with dfi^licable legislation 
Municipal systems Act, 2000 (Act 32 of 2000} 

18. The appointments of (he section 57 managers and the municipal manager were 
not subject to a separate performance agreement as prescrSbed by section 57 

19. The municipality did not make their quarterly report on the implementation of 
their Supply Chain Management policy public, in the marvier required by section 
21AoftheAct. 


Governance framework 

20, The governance principles that Ifr4>act the auditor's opmiort on the fmandal 
statements are related to the responsibilities and practices exercised by the 
accounbng officer arid executive management and are reflected in the key 
governance respon^lhies addressed betow: 


Internal control deficiencies 


21 . Section 62(1 ) (c) (I) of the MFMA states that the accounting officer must ensure 
that the murHCipalify has and maintains effective, efficient arid transparent 
systems of financial and risk management and internal control. The table below 
depicts the root causes that gave rise to the defidenctes in the system of internal 
control, which led to toe qualified opinion. The root causes are categorised 
according to the five components of an efTectrve system of internet ccxitrol. In 
some Instances deficiencies exist in more than one Internal control component. 




t 


S 

1 

? 

3 


9 

AccumulMed suroluyrdericin 

ft 

r 1 

? 



to 

AriYuiia^ mvvvaMp 

ft 

' 1 


3 


11 

Public contnbiflions and dondions 

6 

tl 

2 

3 


12 


6 

“n — 

2 

3 

!■ 


22. Correspondtfig figures and accumulated surplus: the accounting officer did not 
fdlow-up on llie progress of (he municipal K/s action plan to address prior year 
audit findings. 


23. Public contributkms donations; the revenue department did not keep proper 
records of the pu&kc contributions and donations when these funds were 
received. 


24. Accounts recelvabto; the correspondence between SARS and toe municipality 
pertaining to the VAT accounl is not filed and reconciled with the accounting 
records by the chief financial officer. 


25. Operating expenditure: The expenditure division does not have a proper 
document filing system, documents are not filed m a manner that provides for 
easy identification by the division personnel. 



The organisational stniciire tloes rm address areas of responsiMly and Ines of reporting to support effective 


controi over ftnanc^ reporting 


lAsnagemers and staff are not assigned appropriate l e ve ls of aiJhortty and responsitxiiiy to faciliiate control 
over ■ 


^ncua fepcrtifio 


Hurr^an resource policfes do rM fedktae eflec&ve leoubnert and traii^. discipUr^ng and supervision ol 
personnel 

integHt and eUecii values have not Been developed and are not understood to set the standard for finandai 






























Trie iccounlina oRicer/accounlFig ^ulirorMy does not exerase oversighr responsitNlity overfinanaai re^orUng 

end irtemal ceitfol 

Maf> e oemert*» pWlccopriy i*tf opening style do nol pr^imote effwaive control over ftnancial repoflmp 

The efUv dees oei h^e incfivkijals competert in iMiancael 


and reMed maaecs. 


ManagemerK has not apeoRed ftnanoai reporla>9 oCaectivesto enable the idertfficalion of lisics to refiaOle 


the bkelheoa m] 


idenuted nsfcs 


There is inadegn^ e iMmi^ ioM^^^^ yacoprcvera Itemkiert data and asset tnaappropriahon . 

General ii ^ori w ion wamelow eermis hMe not been designed to maevain the inteQrtty of the information 
sygem end the sectfev of d ie daa 

Uenug or automged corirots era oof designed to ensure that the transactions have occurred, are aofhorlsed, 


Argons are net tafcen to address fists *o the eeWeyamert of Inanctal recertinQ cdiectiyes 

Control araWBes ere not selected acKl developed to ngioate nsfcs over fcianca^raportinp. 

Poicles and procedures reiawd M tnanoal fs<»ortf>Q are not eateUistied and gowimuri egad. 

ReaWc targets are r>ot sat for ftnanaal parformance meesiees, which are in usn not inked to an effective 
reward system 


PerBneg edomigion a not icfcrtiied and casai,red w a iorm and time freme >e support lUmioti raportir> 
informMion reqierad to implcmeri Memg conref g not available to personnel to enable irvemal control 


Communications do not enable end support the undergarxif^ and execution of intemal corttrol processes 
and responsibi W i es by personnel 


Ongorng momlortog and superviston are net lerdertaken to enable an assessmert of the effectiveness of 

j r e wn ai control over financial reporting 

H enhar reysaws by eaemel auds or the awM c o mtni ae e nor sea «a sse5a mcnts ire evrOent 

Ireemei c o r ar c* deft o en a e s are nol iden tiB e d end convnurectoed in e timely manner to allow tor corrective 
ecbon to be tafcen 


Key governance responeibNities 

26. The MFMA tasks the accounting officer with a number of re^ronsibilrties 

concerning ftnancial end hsk management and internal control, fundamental to 
achieving this is the implementation of key governance responsibilities, which I 
have assessed as fokws: 


Clear trail of supporting doaimentgfon that is easily avaitabto and provided In a timely manner 


1. No sk^cani difteutbes were experienced during the audit cor>cemng delays or the availabiKty of 

reouesied information 

rty of financial statements and related management information 


to any mgeng amendmerfls resutti 


TmeliiMSS of hnaitcig statements and managemeM information 

A I The anciug finanoal stgem^s were subrnned for auditiAg as per the legislated deadlines 

I (seaioft i»oftheMFMA) 


AvallabHity of hey officiale during audit 


Oevetopment and compliaice with risfc management effective icitemg control and governance 
practices 


does not 


does not 
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Ms. 
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6. 

Ajirte mnvnBee 



!■ 

• Die muAiopeUir had an audd cenurittee mi operauon throughoul the linancidl yeat. 


✓ 


« The aiiitt revranaUM orerMiR «i anMntanm wmt arwmviwl erlMn lerm of relemnce. 



■ 

* The audit commnee subSanUaHy fuMBed its responsiCdUes for the year, as set out in section 
lesrzi of Vie UFMA. 
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• TtM miinirwMW Kart an XafuM hMvWm n nrarWinn HimiMeinia Vw finamal «««( 

^ ^ ' 



• The Memal aiail fieniOA ormftK ai innm nf an aonreverf Menial ancftt Man 

✓ 



• The Memal audit funcUon su&siaMiaMy fuffiled its responsitkllies for Ihe year, as set out in 
secbon teV2lof|h»UF1M 
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There are no stgrtficani deficiencies «i ine design and impfementabon of Menial control in rasped 
of ftnanrial anrf rttt mananemafe 
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There are no agnilicanf daficienoes in the design and imriementabon o< Memal control m respect 
of <rttwimc4i wih anrerana laurt and iWMtfahnfK 
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A nek assessment was cenduded on a regular basis and a ilsk managemefli strategy, which 
mdudes a fraud prevention plan. 6 doeianerted and used as sea out in seoion S2(iKc)(i) of the 

MFWA 


/ 

12. 

Oeleaaiions of responsMty are m place, as set out n section 79 of the UFIM 

✓ 


Followmp of audit findings 


! 13 

The pnor year auM finduigs have been suOstannaihi addressed. 


1 Issues relating to the reporting of pciformance infuiiiiaiion 


, 

The Momution systems were appropriate to CadlMe the preparation of a performance report that 
is aenurae and comnMn 



IS 

AdequMe coMrot prrKesscs and procedures are deagned and Mptemented to ensure the 
amiracv and romnlMnness nf ramned nMfnrmaivw nfnrmjtmn 



16. 

A ivaiogic plan was prepared and apprtwed for the financsei year under review for purposes of 
iTioflHorVig the perfonnance in reWion to the budget and delfvery by the Lepfiaiaie Municipality 
againsl its mandate, predctenmwd otajeOhres. outputs. kidMators and targets (section 66 of the 
WMA). 
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27. TTie accounting officer did not ensure that information required for audit 
purposes was submtOed. 


28. Management's joadequate monitoring and supervision over financial 
reporting and the compflation of the financial statements however 
necessitated numerous amendments to the finandal statements and ladc 
of substantiating documentation 

29. The audit committee did not perform the majority of its functions in the 
2008/2009 financi^ year as a result of tack of capacity as the committee 
had or>ly 2 members who only met twice during ^ financial period, their 
contracts ended in February 2009. 

30. The performarKe of internal audit is not adequately monitored by the audit 
committee. There is no other governance body that mortitors the activities 
of the internal audit functksi. 

31 . The accounting officer did nok ensure that risk assessment was performed 
during the period. 

32. Council did not perform its duties pertaining to the assessment of ^e 
audit committee's effectiveness. 

33. The availability of management and key officials during the audit process 
resulted in an improvement in the quality of Ihe finand^ statements, 
compared to the prior year. 
































34, Those charged with governance do not consider performance information 
reporting a priority, 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 
Report on performance information 

35. 1 have reviewed the performance information as set out on pages to 


The accounting officer’s responsibility for the performance information 

36. In terms of section 121(3)(c) of the MFMA. the annual report of a municipality 
must include the annual performance report of the municipality, prepared by the 
municipality in terms of section 46 of the Local Government: Municipal Systems 
Act. 2000 (Act No. 32 of 2000) (MSA). 


The Auditor-General’s responsibility 

37. 1 conducted my engagement in accordance with section 13 of the PAA read with 
Genera/ Notice $16 of 2008^ issued in Government Gazette No. 81057 of 

15 May 2008 and section 45 of the MSA 

36. In terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. 

39. 1 beKeve that the evidence \ have c^tained is suffloent and appropriate to 
provide a basis for the findings reported below. 


Findings on performance information 
Non-compliance with regulatory requirements 
Content of Integrated development plan 

40. The integrated development plan of the Lephalale Municipality did not Include 
the key performance indicators and performance targets determined in terms of 
its performance mar;agement system, as required by sections 26(1) and 41(1Xb) 
of the MSA and regulation 1 2 of the Municipal Planning and Performance 
Managemertt Regulations, 2001. 


Lack of adoption or implementation of a performance management system 

41 . The municipality did not implement a framewrxk that describes and represents 
how the municipality's cycle aruj processes of performance planning, monitoring, 
measurement, review, reporting and improvement will be conducted, organised 
and mar^aged, fnduding determining the roles of the different role play^, as 
required In terms of regulations 7 and 8 of the Municipal Planning and 
Performance Management Regulations, 2001 (the Regulations). 



Source infomtation not accurate and complete 

42, Sufficient appropriate audit evidence to substantiate the reported performance 
Inforrr^ation in the annual performarKe report could rwt be obtained. 


APPRECIATION 

43. The assistance rendered by the staff of the Lephalale Municipality during the 
audit is sincerely appreciated. 



PoioioMne 
12 February 2010 



AouTH Afaie* 

AvdMirvg fo biuld pub^ coA^dewe 



